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METHODOLOGY
  The Main Economic Indicators of the Czech Republic: This section aims to study and
analyze the 'catching up' process in the Czech Republic, since the early 1990s, vis-a-vis
other transition economies on the one hand and the European Union on the other.
  The Construction Sector in the Czech Republic: This section shows the relative
importance of the construction sector in the Czech Economy, its development over the
last ten years and the extent to which it employs/is dependent, on migrant labor.
  Current Migration Patterns and Issues in the Czech Republic: The migratory flows
currently taking place in the Czech Republic vis-a-vis those in the other Central and
Eastern European Countries (CEECs). The role of migration policies and its effects on
the labor market.–  3  –
WIFO
  Analysis: Two main questions/ Issues that I address are:
  Role of migrant labor in the Economy
  Latest policy developments concerning migration in the Czech Republic
and how it conforms with those of the EU and the Schengen Agreement.
1.0  Introduction
The Central and East European Countries (CEECs
1) are and have been for the last
decade in a very dynamic political, economic and social restructuring phase. The
early 1990s saw the breakdown of the command economy in most of the CEECs.
In the early transition years, the resultant economic disequilibria between the East
and the West were made more acute by the sudden decline in trade and other
financial exchanges among the CEECs themselves, and between CEECs and the
former Soviet Union
2. The CEECs then turned towards the west, especially the
European Union countries. They actively sought to improve trade relations with
them and to emulate the ways of the market economy.
The CEECs have special historical ties and regional integration (or re-integration,
as some prefer to call it) and economic convergence was expected to take place at
a faster pace. Political and cultural factors were expected to play an important part
in the consolidation of the regional integration process. However, the
transformation of some of the most centrally planned economies of the world to
market economies has not been without problems. Ten years after the changeover,
                                             
1  According to the Terminology of the OECD, the countries of Central and Eastern Europe (CEECs) include: Albania,
Bulgaria, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Romania, Slovakia and Slovenia. In this document
CEECs refers more to a limited number of countries: The Czech Republic, Hungary, Poland, Slovakia, Romania and Bulgaria.
2 The collapse of the Council for Mutual Economic Assistance (CMEA) and the Warsaw pact, saw the severing of the CEECs'
ties with the former Soviet Union. This necessitated a re-orientation of trade flows from the East to the West. The process was
supported by the trade initiatives of the EU, which soon concluded its Europe Agreements with the ten CEECs in order to
bring them closer to the EU in terms of trade policy. Soon, each of the CEECs submitted an application for accession to the
EU.–  4  –
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despite rapid privatization, regional imbalances are pronounced, structural
problems in the economies still exist and levels of development and economic
structure vary widely between the countries that are more industrialized (the Czech
Republic, Poland, Hungary and Slovakia) and countries where more traditional
activities such as agriculture remain important (Romania, Bulgaria). Regional
integration remains a distant dream.
While talking about convergence in the transition economies of the CEECs, one
must keep in mind that there is an existing stock of physical and human capital in
these countries which, although not particularly appropriate (in terms of size and
technological sophistication), can be relocated and modernized. As a result,
restructuring is the keyword and foreign direct investment in the CEECs is of crucial
importance for the modernization process and the relocation of existing capital. In
the case of CEECs therefore, it is more a question of the quality of factors behind
the growth and economic development, restructuring of financial, capital and labor
markets along the lines of more developed economies, rather than a question of
the rate of growth itself.
To the East of the CEECs' borders are several countries whose economic situation
remain bleak (Russia, Ukraine and Belarus for instance). The CEECs are attractive
to these countries for several reasons: commercial activity in the border regions,
seasonal work, undocumented employment in the informal sector or, finally, as a
gateway to the West. The results of these influences can be seen in Border
migration, Transit migration, migration for work  and ethnic minority movements in
the CEECs. Within the CEECs themselves, the transition towards a market economy
has upset the functioning of the labor market and revealed an excess supply of
either high-skilled or low-skilled labor, depending upon the country in question. As
a result, the issue of regional integration is complex, and related to migration. One
may, in the context of the CEECs distinguish two strategies, which are very different
in the early stages of their implementation.
  Firstly there is the question of CEECs integration into the already developed EU.
The impetus given by this sort of integration is important for the less developed
region in terms of the pace of structural change, the sharing of externalities,
real economic convergence and catching up in technology. In this context the
question of migration has to do with the medium to long-term reduction in
East-West migration.
  Next, there is a question  of regional integration within the CEECs themselves.
The impact of this type of integration on migration is rather unclear. The CEECs
are so diverse that two types of impact need to be examined.
I.  The effects of integration and trade on migration.
II. Impact of migration, in particular on the growth and development of the
region.–  5  –
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While most CEECs face both in-migration and out-migration pressures at the same
time, one can, over the course of time, see evolving patterns. Some CEECs like the
Czech Republic are facing huge immigration flows, while others will continue for
some time to export skilled and unskilled labor.
While examining the case of the Czech Republic in particular, one can observe that
the migratory flows in the Czech Republic are very complex. Asylum seekers, transit
migrants and illegally employed migrants, to speak of a few categories, have an
interesting symbiotic relationship with the Czech Economy. It is indeed very difficult
to quantify the nature and extent of this symbiosis but nevertheless challenging to
study the impacts each have on the other. The Construction sector, which probably
has the single largest share of legal and illegal migrant labor, is one of the most
important sectors of the current Czech Economy and the fate of this sector will to a
large extent, determine the rate of the 'catching-up' of the Czech Economy. In this
context the work of the migrant labor assumes greater relevance.  This paper aims
to study and analyze these aspects in detail.
2.0  The main Economic indicators of the Czech Republic
The transformation process began with the devaluation of the currency by as much
as 50% in 1990. This allowed a very rapid economic growth between 1993 and
1996 and permitted the Czech Republic to negotiate the first few transition years
with very low unemployment. (OECD Economic Surveys for the Czech Republic,
1998) Unfortunately, few firms took advantage of this period to restructure;
misinterpreting the low costs as an indication that no fundamental changes were
required. This competitive advantage due to currency devaluation was lost quite
soon, and with poor growth of capital and labor productivity, a rising inflation
(about 10% in 1996), troubles were already building up.
The South East Asian financial crisis triggered the Czech financial and exchange
rate crisis in May 1997
3, when the authorities were forced to abandon the fixed-
exchange rate regime for a managed float. The crisis brought to the forefront the
true picture of the economy: poor aggregate productivity performance, insufficient
restructuring and the lack of financial discipline especially in the banking sector.
The clearest indication of insufficient restructuring was the disappointing growth in
productivity and the wide discrepancy in real-wage developments. On an average
during the period 1994-97 , economy wide labor productivity growth in the Czech
                                             
3 For a detailed chronology of the events leading up to the crisis and for a  comparison between the Czech and South East
Asian crisis see OECD Economic Survey for the Czech Republic 1998.–  6  –
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Republic lagged that of Poland and Hungary, despite the fact that Hungary was
going through a severe stabilization program in 1995-96. The cushion provided by
the 1990 currency devaluation was already eroded by 1994. As a result growth in
exports stagnated while imports continued to grow, although at a declining rate.
The Czech Republic lost manufacturing market share throughout this period, both
in absolute terms (exports were stagnant while EU imports were increasing)
 and in
relative terms (Esp. Poland and Hungary, whose exports to the same market were
increasing rapidly). (OECD Economic Survey for the Czech Republic, 1999).
The lack of financial discipline in the banking sector
4 was one of the primary factors
for the poor performance of the Czech Economy. Since the beginning of the
transition process, the banks have tended  to roll over the outstanding loans of
troubled firms, rather than take legal action such as bankruptcy in order to force
repayment. As a result, companies have been able to avoid painful restructuring
and banks' credits have only grown substantially. The Capital markets in the Czech
Republic are also ridden with problems of transparency and fragmentation. In
addition poor protection of minority shareholder rights, rampant insider- trading, so
called "tunneling"
5 and a generally lax regulatory environment have come under
heavy criticism. Recent changes in the bankruptcy law (1998) should contribute to
the streamlining of the process. Bank privatization and stock market regulation are
the most pressing concerns faced by the Czech Authorities today.
2.1  Gross Domestic Product (GDP)
Most of the CEECs have not yet reached the income level of the period before
1989. Measured by the current performance of their economies (growth of real
GDP in the period before 1989 to 1999), Poland is the only country that has
exceeded its 1989 GDP (by 12%). Slovenia and the Czech Republic have almost
                                             
4 Privatization of the banking sector is crucial in order to rationalize lending practices. The Government has accepted the fact
that bank privatization has been painfully slow in the Czech Republic, and has tried to simplify the ownership structure which
was mostly to blame for the slow privatization of the banks. The sale of Investicni a Postovni Banka, the third largest
commercial bank, took a long time, while processing of the sale of three other major banks is still in the early planning
stages. Recent government initiatives to separate the investment and commercial activities of banks is another important
component in the overall strategy to reform the banking sector.
5 This is probably the most common practice to defraud minority shareholders. It consists of holding a sudden general
meeting of shareholders. In the absence of most of the shareholders, the assembly approves the sale or purchase of some
assets that will lead to a gain for the shareholder who had called for the meeting, and the transaction is then carried out by
the Board of Directors. Minority shareholders cannot complain as the decision was made by an assembly of the shareholders.
In other OECD countries such practices are illegal because of the existence of 'due care' clauses for members of the Board of
Directors.–  7  –
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returned to their 1989 levels of income, while the other countries still fall short of
that level (Hungary by 10% and Lithuania by as much as 45%). (Breuss, 1999).
The period 1995-1998 saw a considerable slowdown in the economic activities in
the region. In the Czech Republic in particular, the slowdown had intensified in
1997 not only due to the financial crisis but also due to heavy flooding, which
covered a substantial portion of the country for several weeks in July 1997
6.
Consumer confidence, which was already falling in the late 1996, plummeted in
the second and third quarters of 1997 due to large real-income effects of large
hikes in administered prices, the prospect of lower wage increases, higher
unemployment, the summer floods and the political turmoil that ultimately resulted
in the resignation of the government in December 1997. The fall in confidence was
reflected in a slowdown of retail sales and also in private consumption. The latter
had recorded 6% growth in the years 1995 and 1996 and was only 1.6% in 1997.
At the same time, the stabilization packages
7, which cancelled a number of
infrastructure projects, contributed to a 5% decline in investment activities in 1997.
High interest rates, poor enterprise profitability and uncertainty in the overall
business climate also played a role. In 1997, foreign direct investment in dollar
terms fell 9.2% as compared to the amount in 1996. But the business climate has
                                             
6 Between 7 and 22 July, 1997, Moravia and parts of East Bohemia were hit by severe floods that brought the entire
economic activity of the region to a virtual standstill. Total damage is estimated to be about Kc 60-80 billion which accounts
for about 3% of the GDP. For more details see OECD Economic Survey for the Czech Republic 1998, p-40.
7 For details of the April and May 1997 Stabilization packages see OECD Economic Survey for the Czech Republic 1998, p-
15-17
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improved since the latter half of 1999, and the GDP of all transition countries in
the regions is expected to show signs of improvement.
The Czech economy is expected to revive slightly and GDP and domestic realised
demand to grow in 2000. Household consumption will be limited by the
anticipated slowdown of the growth of average real wages, only a slight rise in the
total disposable incomes of households (with expected unemployment on increase)
and increases in the rate of inflation are expected. It will thus grow only a little or it
may even remain unchanged. In contrast to its decrease in 1999, government
consumption is likely to grow. Gross fixed capital consumption will also grow
thanks to the continued inflow of foreign direct investments and the possibility to
increasingly finance a number of large projects. GDP growth is also backed by
anticipated increases in industry and construction outputs, as well as by growing
exports of goods. The revival of production outputs in the EU countries and of the
world trade establishes conditions for the economic growth of the CR.
2.2  Population: 
Total Population has remained almost stagnant in the Czech Republic over the last
five years, while it has declined in most other transitions countries. In the Czech
Republic the sharpest decline was registered during 1994-96 mostly due to a
natural demographic decline.  The volume of emigration flows cannot be
accurately gauged owing to the unreliability of the available resources
8. In can
                                             
8 Free movement across the borders and the cancellation of visa requirement agreed with European and extra- European
countries and further liberalization of migration legislation have made the migration statistics unreliable. The external
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nevertheless be stated with some degree of certainty that permanent emigration,
including outflows to the Slovak Republic, has shown a clear trend of tapering off
since the early 1990s. Available figures seem to greatly underestimate the flow of
emigrants. In most cases, departing Czech workers foresee only a temporary (less
than one year) stay abroad and so do not bother to report their change of
residence. In-migration on the other hand has continued to grow since the early
1990s.
The share of working age population (15-64) has been on the increase in most
transition countries since 1993 accounting for roughly two thirds of the population.
Aging of the population is most pronounced in Bulgaria and Ukraine, followed by
the Czech Republic and Hungary. In the Czech Republic, the share of elderly
people in the total population has risen to 12.47%, which is marginally higher than
the corresponding figure for Eastern Europe. (Table 1)
Source: WIFO database
2.3   Structure of the Economy:
The overall structures of the CEECs’ economies have not changed much over the
transition period (Graph 3). The CEECs that heavily relied on an industrial and
manufacturing base (like the Czech Republic) and those, which had a strong
agricultural base (like Romania), continue to rely on their existing infrastructure.
Restructuring has been rather slow, and the services sector is slowly growing.
In the Czech Republic, the construction output has declined and its contribution to
the GDP is about 5% (1998). Employment in the construction sector and industries
however remains at much higher levels than the EU average. In 1998, 41% of the
workforce was employed in construction and industrial sectors, compared to the EU
average of 29%.
                                                                                                                                            
migration statistics is incomplete and statistical information quoted after 1990 do not give an accurate account. After the
cancellation of emigration passports the citizens have not been obliged to notify their intention to emigrate to settle abroad
permanently. Currently, only people who have submitted their citizen's cards to the state are considered to have emigrated.
(Horakova, 1998). Those who did not bother to submit their cards and have since then emigrated are not considered at all.
Table 1: Population by gender and age. Comparison of Czech Republic with Eastern Europe
In thousands % of total In thousands % of total In thousands % of total In thousands % of total
Total Population 220690 308709 8925 10296
Population Density (per km
2) 12 16 113 131
Males 98653 44,70% 146425 47,43% 4340 48,63% 5021 48,77%
Females 122037 55,30% 162284 52,57% 4585 51,37% 5275 51,23%
Population below Age 15 62059 28,12% 64748 20,97% 2147 24,06% 2000 19,43%
Population aged 15-64 144253 65,36% 205881 66,69% 6040 67,68% 7012 68,10%
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In most countries a relocation of labor has occurred, from agriculture and industry
to the services sector. These were partly caused by the emergence of numerous
small private farm units after the ownership transformation of huge agricultural
enterprises, but also due to economic hardship that has forced people to seek new
employment opportunities or rely on some form of self-employment. (Burda,1996).
In the Czech republic the sharp employment cutback in agriculture resulted also in
a decline of the proportion employed in that sector, from 11.6% in 1989 to 5.5%
in 1998.
Graph 3: The Economic Structure of the Czech Economy, 1994 and 1998
Source: Czech Statistical Yearbook, 1999
Employment in the services sector has increased in most transition economies. In the Czech
Republic employment in the services sector accounted for a little over half of the total in
1999 (Graph 4). However, an increase in the employment in the services sector in most
transition economies is moderate compared to the losses in the agricultural and industrial
sectors. Poland leads the table for creation of new jobs in the services sector by 1.1 million
new jobs (28.45 jobs per thousand persons). In relative terms the Czech Republic fares
better with 30.9 new jobs
9 per thousand persons (318,000 in number).
Graph 4: CEEC employment patterns compared with EU-15 (1998)
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 Source: OECD, WIIW database
2.4 Unemployment :
After the collapse of the command economy, unemployment ballooned in the
CEECs. Hungary, Poland and Bulgaria each recorded unemployment rates around
15% (The EU average is around 11%). The Czech Republic was the only exception
with relatively low unemployment rate of about 3-4%. During the later transition
years, however, unemployment
10 levels in the Czech Republic have also grown to
about 10%. (Graph 5). The employment-population ratio has been declining in all
the CEECs over the entire transition period. The largest declines were observed in
Hungary and Bulgaria, while the fall was moderate in Poland and the Czech
Republic.
The reasons for low unemployment in the Czech republic have been widely
discussed. According to the Czech authorities, active labor market policies
11 (ALMP)
                                             
10 Unemployment figures based on Labor Force Surveys are in general higher than registered unemployment figures. (ref.
Annex Graph 2). More people indicate a desire to join the workforce than those who actually go and register themselves for
employment. In the Czech Republic, usually LFS have recorded 1% higher unemployment rates than those recorded be
registration data.
11 The Public Employment Service (PES) has been one of the most successful Active Labor Market Polices (ALMP). It operates a
network of 77 regional offices and 238 branch offices that are responsible for the administration of unemployment insurance,
training programs, job-placement services, counseling, job-creation schemes and monitoring compliance with the labor
code. The PES has drawn upon experience in Germany and aid from the PHARE in designing placement techniques. The Pro-
active Labor Market Intervention Fund (PALMIF) was created in 1992 and from 1992-1995 had created some 800 jobs and
some 3,400 individuals were trained in its related projects. It is also supported by grants from PHARE. (OECD Economic
Survey for the Czech Republic, 1999)
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(in particular also the public works programs), played a major role in countering
unemployment. Other factors that contributed to a low unemployment rate are the
rapid growth of small and medium sized enterprises in the private sector and the
gradual adjustment in the large enterprises, the reduction of working pensioners or
the tightening conditions for the eligibility of unemployment benefits. (OECD
Economic Survey for the Czech Republic, 1999). Counter arguments however, state
Labor Hoarding
12 to be one if the principle reasons for low unemployment in the
CR.
Workers with no more than a primary education represent 25% of the population
over 15 and have very high unemployment rates, low employment and
participation rates. Unemployment rates for individuals with a Secondary vocational
or technical training were also high, especially in cases without Maturita
13 (almost
95% of those unemployed are without Maturita). With the exception of university
graduates, whose labor market performance is the best, graduates from vocational
stream, with Maturita, have the most labor market success. (Ref. Graph 6)
The duration of unemployment is on the rise in most CEECs and the hiring of
unemployed is infrequent. In 1995, 65% of the unemployed in Bulgaria were in the
long-term category
14. The corresponding figures for Slovakia was 51%, Romania-
                                             
12 1990 onwards many companies have responded to the changes in the economic rules of the game by protecting their
workforce as much as possible and thus preventing increases in salaries and growth in investment. For more details and
legalities that result in this refer to Migration, Free Trade and Regional Integration in Central Europe. p-301.
13 A certificate that is necessary for admission to the University
14  More than 1 year
Graph 6: Unemployment by Highest Educational Attainment 
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45%, Hungary- 44%, Poland 42% and the Czech Republic 27%. Though the Czech
Republic shows the lowest rate among the CEECs the numbers are increasing (29%
in 1997). (Czech Statistical Office, OECD database)
It is necessary to point out that the unemployment rate of adults (aged 25- 49) and
older people (over 49) is generally lower than average. This is generally due to the
numerous early retirements which have been granted to people over 55, and also
due to the retention of labor which has had the effect of maintaining people in
employment, as opposed to new recruitment. (which in part is explained by labor
hoarding)
2.5 Participation Rates:
Participation rates in the Czech Republic (73.1%) and most other transition
economies were higher than the EU average (68%) in 1998. This has more or less
remained stable in the last few years, only showing a gradual decline for the
CEECs. Participation rates in the EU on the other hand, have shown a gradual
increase.
3.0  The Construction Sector in the Czech Republic
3.1 The current developments in the sector
The European Construction industry differs from that of the CEECs in terms of
importance to the economy and the structure of the sector in general. The sector in
1996 1997 1998
Czech Republic  73.2 73.1 73.1
H u n g a r y  5 8 . 95 8 . 15 8 . 7
P o l a n d  6 8 . 96 8 . 46 8 . 0
S l o v a k  R e p u b l i c 7 0 . 06 9 . 76 9 . 8
B u l g a r i a  6 4 . 06 3 . 96 3 . 1
R o m a n i a 7 0 . 67 0 . 66 9 . 0
EU (15) 67.7 67.8 68.0
The participation rate refers to the total labour force divided by the total population aged 15-64, annual avera
Source: Eurostat incorporating national statistics.
Table 2: Participation rates in CEECs and EU average–  14  –
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CEECs contributes to a higher percentage of GDP (11.5% in 1998) than that in the
rest of Europe (9.5% in1998). (Euroconstruct).
Housing remains the primary construction market in Europe. In 1998 total housing
production was valued at approximately Euro 370 million, or 48% of the total
construction in Europe. This is however not the case with the CEECs, where housing
production is only 21% of the total construction output. (Graph 7). Housing in the
CEECs is clearly outweighed by non-residential construction and even civil
engineering activity.
Non Residential Construction has a share of 51% of the total construction output in
the CEECs, whereas the rest of the European countries have a share of about 32%.
However in terms of volume, the Eastern European countries non residential output
in 1999 was only 6.2 per cent
15  of the total in Europe.
Civil engineering construction activity has a share of 28% of the total construction
output in the CEECs, whereas Western European countries have a share of 20%. It
is mostly financed by public bodies. This share is the maximum in the UK at 70% of
the total investment. In the Czech Republic this share is 41.1%. Austria 20%. In
most other countries it is below 10%. Infrastructure investment therefore remains
strongly dependent on budgets of public bodies, which is strongly dependent on the
economy of the country.
Graph 7: Composition of the Construction Sector in 1998
Source: 48th Euroconstruct conference report, own calculations
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The CEECs vary widely in terms of growth in the construction sector. While Poland
16
and Hungary have shown stability and some growth in the last six years, the Czech
Republic and Slovakia show dismal performances (Graph 8).
Construction output in the Czech Republic has decreased rapidly over the past
years, -3.1% in 1997, -9,5% in 1998 and -6.8% in 1999. The decline is expected
to slow to -0,8% in 2000. The reason for the decline was the rapid fall in demand
due to lack of money and the unwillingness by the majority of privatized firms to
invest after the crisis broke in 1997. Furthermore, the supply of construction in the
Czech Republic remains in a parlous state, with most Czech firms heavily indebted,
and often unable to obtain payment from the debtors in the same position. The
situation is unlikely to improve in the short term. However, with the recovery from
the 1997 crisis and the expected growth of GDP, the construction sector is expected
to catch-up by 2002
17.
                                             
16 In spite of worsening economic system in Poland, the demand for construction has been supported by the tax system. The
favorable VAT rate for building materials and works to do with housing, as well as for designing and supervising services, and
the tax allowances for individuals and corporations involved in housing, have helped the industry. The lowering of tax
revenues caused by these allowances, were compensated , amongst other things, by an increase in income from direct taxes
and VAT in other areas due to economic growth. The revenue generated by the growth in housing output is about two or
three times bigger than the lost income due to tax allowances. An expectation of withdrawal of these allowances in 2000 has
kept the demand for housing and construction relatively high in Poland. (48th Euroconstruct report).
17 This positive scenario over the next three years will depend on the success of outstanding privatization programs, the
restructuring process and the ability to increase exports of construction goods and services. It is hoped that this growth will
lead to a better climate for investment, both public and private, as the industry strives to put itself on a sounder financial
footing.–  16  –
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While the volume of residential output has increased 2.24 times in the period
1995-1999, non-residential output has fallen by a third and civil engineering by a
tenth, with an overall decrease in construction output of 13.6%. Overall total
construction should moderately increase, by 4,3% over the period 2000-2002.
(Table 3).
Table 3: Annual % change in the Construction Sector in the Czech Republic
Sturcture (%) 1995 1996 1997 1998 1999 2002 99/95 2/99
Residential 6,9 9 13 15,3 17,8 20,7 223,90% 124,90%
Non Residential 59,7 56,3 48,6 48,1 47,7 43,1 68.90% 97,30%
Civil Engg. 33,4 34,7 38,4 36,7 34,5 36,2 89,40% 113%
Construction Output 100 100 100 100 100 100 86,40% 104%
Source: Euroconstruct Conference Report, WIFO
3.2  The Housing Market
The early ‘take-off’ of the housing market has largely been caused by the abolition
of the system of cooperative housing which prevailed in the past, but which now
represents a negligible fraction of housing. Since the beginning of the 1990s it
became the citizen's obligation to cover residential needs
18 as the government
                                             
18 Projections show that over the next three years, the number of new housing starts should fall in the Western European
countries and should rise in the East European countries. (increase in predicted for Hungary, Poland and Slovenia and a
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withdrew completely from any form of support. The people who could afford new
houses, built them and that is reflected in the more than 10% increase in the
housing sub-sector. (Table 3). However, this increase is expected to slow down.
Currently, housing requirements for the top 10% population by income has been
largely satisfied. Moreover, housing prices have increased by a factor of 10 while
incomes have increased by a factor of 3. This makes housing, as a percentage of
income, relatively expensive for the Czechs. The introduction of the mortgage
system has not been very popular either. (Only 5% of families with income
exceeding CZK 30,000 are eligible). Under the circumstances therefore, the share
of housing in the total construction industry is unlikely to exceed 23%.
The solution to the current crisis would require a five-fold multiplication in the share
of financial support given to housing by the government, from its current level of
0.7% of GDP to 3-4%. The government however is considering increasing its share
of GDP only to 1% by the year 2002.
Recently the government has changed its strategy regarding residential policy.
Support for the building of new dwellings will not be the priority but rather
extending the life of the existing stock of pre-fabricated housing, which are currently
home to one third of all households. The Government intends to establish a Fund
for the Development of Dwelling, amounting to Euro 8.3 million to finance such
renovation. It therefore plans to change the emphasis from new building to
renovation after 2002.
3.3  Non-residential construction        
The volume of non residential construction
19 has been in permanent decline since
1995 and has a somewhat dismal forecast picture, with a positive growth being
predicted only in 2002.
Public investment has fallen more than private. There is in general, an insufficient
demand on the part of potential investors and cuts on the budget of the
government
20. The latter mostly due to providing emergency funds to cope with the
effects of floods and currency crisis in 1997-98.
The volume of non residential output is expected to increase after the year 2001,
when the investment from the public administration is likely to increase following the
                                                                                                                                            
steady rate for the Czech Republic). For this region new housing construction should increase by 10% annually for the period
2000-2002 as compared to 1.7% for the rest of Europe.
19 Non residential building comprises investments in schools, hospitals, industrial, commercial and a wide range of other
buildings by private companies, corporations and public bodies and agencies.
20 the sub sectors worst hit were industrial, financial sector buildings, health care, offices and public administration ones.
Exceptions being education and the construction of foreign supermarkets.–  18  –
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establishment of regional authorities. Refurbishment programs are also expected to
boost the sector somewhat.
3.4  Civil engineering
In the Czech Republic the situation of public budgets
21 has led to a strong decline
in the new civil engineering construction. A large backlog in infrastructure
investment can be observed, although the share of civil engineering construction in
total construction has realized a strong increase from 29% to 39% since the
beginning of the transition process reflecting the neglect of infrastructure in the
earlier period. Under the assumption of a clearly improving economic climate in
the Czech economy the pent up demand in new infrastructure construction as well
as in the civil engineering repair and maintenance should lead to quite marked
increases
22 in this construction sub-sector, especially in 2001 and 2002.
The overall trend between 2000-2002 is likely to be positive, although the energy
and water sub-sector will fare less well than the other two. the growth is also likely
to be evenly spread after 2002, especially because of a reduction in output in the
telecommunications in favor of transport infrastructure.
3.5  Migrant labor in the Construction industry
The Construction industry in the Czech Republic is heavily dependent on the
migrant manual labor. There is however, no existing accurate data for the number
of migrant employees in the construction sector, nor are the experts willing to
commit to the extent to which this sector involves the work of migrants. There is a
general consensus though, that employment of foreigners, both legal and illegal
23,
along ethnic lines is rampant and more of a rule rather than an exception. (For
instance, the Ukrainians are intensively employed in the construction sector).
Estimations show that out of a total of about 140,000 manual workers in the
construction sector in 1998, over half of them are migrant laborers. (Table 4). Most
of them are in low skilled jobs. This is reinforced by a look at the different skill levels
                                             
21 70% of the output in 1998 was publicly funded, though cuts in the public budgets is likely to lead to a decrease of 25% in
all sub-sectors over the period 1997-99, with the exception of telecommunication which has increased threefold mainly due
to the fact that it enjoys a monopolistic situation. Other sub-sectors such as energy and transport are likely to see a decrease
by over 58% over 1997-99.
22 As a crucial precondition, the economic recovery is strongly dependent on successful economic policy and a relatively
constant growth path in Western Europe.
23 Foreigners looking for illegal employment, come mostly from the Ukraine, Russia and Slovakia. Large companies rarely
violate the law. Mostly the illegal foreigners are employed by sub-contractors who provide the labor force and do not own the
facilities and equipment needed for the job to be performed. They are mostly employed in construction, forestry, agriculture,
trade and services, restaurants, textile industry, foodstuff industry, engineering, mines and iron works, health and education.
In general the laws on employment are violated mostly in sectors requiring high numbers of unskilled workers.–  19  –
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of work permits issued  (Graph 9). In 1997 alone, five out of every 6 work permits
issued were to people with low skills.
In addition to work permits, trade licenses
24 are also very popular among
construction workers. This option is preferred traditionally by the Vietnamese and
the Ukrainians because for them in particular labor permits are difficult to obtain
25.
Quite a large number of foreigners therefore use the trade license for 'quasi
enterprise'. These people are theoretically engaged in business but in practice they
are in an employment relationship with another entrepreneur. This is not equal
status of two entrepreneurs since one of them does not perform the activities in his
own name and on his own responsibility, as stipulated by the Trade Law. This quasi-
enterprise is very common in the construction industry, particularly in the case of
employing Ukrainians.
Employers also like to hire foreign entrepreneurs because they can thus avoid the
time consuming administrative procedure of obtaining a permit to employ
foreigners (issued by the labor office) and a labor permit for the foreigner.
Laws on the employment and residence of foreigners are frequently violated within
the context of the business contract. If a business contract is concluded between a
contractor and a sub contractor, Czech law allows the sub contractor to perform
the works either by himself (as an individual) or with his own employees. The sub
contractor is not required to have the working resources and materials that are
needed for the job to be performed.
                                             
24 Since the Trade Law is very liberal and does not require any special preconditions for a free trade license to be issued,
instead of applying for labor permits foreigners become engaged in economic activities as entrepreneurs
25 Under the International Agreement on Employment of January 1, 1997–  20  –
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Research has shown that the subcontractors providing only the labor force are
mostly foreign companies. the services of these subcontractors are used mostly by
Czech companies and to a smaller extent by foreign companies. the research
indicates that Czech companies prefer the employment of foreigners within the
subcontracting framework rather than hiring them themselves.
Apart from the above stated benefits of hiring illegal foreigners, there are several
benefits of using subcontractors to provide the labor:
  the contractor can pass on all his legal obligations to the sub contractor.
  the contractor does not have to negotiate terms and conditions of a
collective agreement with trade unions.
  the contractor does not have to deal with complicated and time consuming
administrative procedures related to the employment of foreigners.
The sub contractors of course keep a hefty amount of the employees wages as
compensation for the probable risk. Research shows that in many cases the paid
out wages represent only 40% of the invoiced amount, the rest is kept by the sub
contractor.
4.0  Migration Patterns and Issues in the Czech Republic
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4.1 Current migration patterns and issues in the CEECs and the Czech Republic
The CEECs are probably the only region in the world to have experienced all
permutations and combinations of types of flow, contexts and actors talked about in
various migration typologies
26 at a single given period in time. They continue to do
so and this makes a study of migration in the CEECs interesting and very
challenging indeed.
After the fall of the Iron Curtain the CEECs underwent a substantial amount of
political, economic and social change. They also experienced extensive migration
towards the West. Political liberalization, freedom of movement, together with the
uneven economic environment of both the sending and receiving countries have
lead to the rise of spontaneous labor flows. Many countries from which in the
course of history, people traditionally left to seek work abroad, are gradually being
changed into immigration countries. The Czech Republic is one such example,
together with many other CEECs.
A study of intra regional migration flows in the CEECs shows a reduction in
permanent migration flows within the region, also a reduction in return migration
and the migration of ethnic minorities. By contrast transit migration persists and
temporary labor migration is on the rise. It appears that the CEECs are acting as a
"buffer zone" between the European Union on the one side and the countries in
their Southern and eastern borders on the other. It would also appear that although
the CEECs do not at present constitute a real migration pole, a willingness to
control and better regulate the flows is developing. Undocumented migration
persists however. (SOPEMI, 1999)
Four aspects encompass the migration situation in the CEECs
  East-West migration flows are continuing and reveal the predominance of
certain nationalities and the relative importance of certain host countries.
  These flows are currently at levels lower than those registered between 1989
and 1992; this illustrates the desire on the part of the Western European
countries to control east-west flows without totally closing their borders to all
immigrants from the CEECs.
  The changes that have occurred in Central and Eastern Europe have led to
some degree of growth in regional migration movements between the
CEECs and to a much stronger growth between them and their neighbors to
the east and south. (former Soviet Union countries and former Yugoslavia)
  Immigration flows to the CEECs, considered in their entirety are growing.
                                             
26 For an excellent treatment of migration typologies refer to Puipena Pires, 1993)–  22  –
WIFO
The political changes that have taken place in the CEECs since 1989 have led to
the dismantling of controls on the movements of persons (abolishing of exit visas,
removal of restrictions on the issuance of passports). These countries have also
modified their nationality laws, in particular to allow expatriates who have been
deprived of their citizenship to recover it. A second set of changes has concerned
the establishment of programs to encourage temporary labor migration to Western
countries (with the object of developing the participants' professional experience
and language skills), the introduction of short and long term residence permits for
foreigners, the abolition of visa requirements for the national of most OECD
countries; and, the ratification of the Geneva convention on refugees.
Immigration flows are increasing. In the Czech republic the numbers have
increased from 104,000 in 1994 to 220,000 in 1998. In 1998 approximately
154,000 foreigners held a residence permit valid for a duration of less than one
year (Long term residence permit). (Graph 10).The net migration balance in the
Czech Republic, which was negative in 1989 and 1990, became positive in 1991
and has since 1995 stabilized at approximately 12,000 per annum.
The outflow of Czech labor to the West reached its peak in 1993 and has been
declining ever since, both as a consequence of restrictive measures applied to
protect the labor market of member countries if the European Community against
the flow of migrant workers from the CEECs and because of declining interest of
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the Czech citizens working abroad. (Horakova, 1998).
On the contrary, the inflow of migrant workers from other Eastern European
countries like Ukraine and former Yugoslavia, where economic and political
problems persist, continues to grow and is  expected to increase in the future years.
This is primarily because the growing Czech economy has had a head start in the
'catching-up' process. Uneven economic development, high unemployment rates in
neighboring economies, large differences in standards of living and in the level of
real wages between the sending and receiving countries are the main reasons for
the immigration. The Czech labor market is still in a developing stage and the
demand for labor is not yet saturated in most sectors. Although unemployment is on
the rise it is still low compared to neighboring CEECs. Another reason for the
substantial immigration is that no sufficiently strong barriers were applied to the
inflow of foreign workers until 1996.
The strongest migration flows from the Czech Republic is from Slovakia. Migration
from the Slovak republic to the Czech Republic differs from migration from other
foreign countries. This is mainly due to soft legislative conditions for employment of
Slovak citizens (they have free mobility of labor) in the Czech labor market as
compared to other foreign migrants. Other factors also include geographic
proximity, close ties both currently and historically, and a similar economic
environments.
Immigration has mostly affected the low and semi skilled labor market, and
immigration is still the highest in the low-skilled sector. The less intensive migration
flows from the economically stronger countries to the Czech Republic is connected
particularly with foreign investment, and in some cases with insufficient supply in the
labor market. This has mainly attracted the semi to high skilled labor.
The available statistics in the Czech Republic on foreign workers show that in
addition to the Slovakian workers who benefit from free access to the labor market,
a significant number of Ukrainians and Poles are recorded. The main sending
regions are the former Soviet union (notably Ukraine and Belarus), Romania,
Poland and Bulgaria, to which should be added the former Yugoslavia and the
Baltic States. Geopolitical factors, particularly wars or ethnic conflicts in areas such
as the former Yugoslavia, also contribute to explaining migration flow patterns.
(Table 4).
Year 1993 1994 1995 1996 1997 1998
Slovakia 23,3 39,2 59,3 72,2 69,7 61,3
Ukraine 7,7 12,6 26,7 42 25,1 19,2
Poland 10,5 8,7 12,1 12,8 13,6 9,9
Other Countries 10,1 11,6 13,7 16,2 22,3 20,2
Total 51,6 72,1 111,8 143,2 130,7 110,6
Source: SOPEMI report for the Czech Republic, 1999
Table 4: Foreign Workers in the Czech Republic
(stocks in thousands by the end of the year)–  24  –
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The CEECs also constitute a zone of temporary stop-over points for potential
immigrants hoping to reach western Europe or North America. The Czech Republic
and Poland are most affected by these migrants who usually possess documents
authorizing their stay, having typically entered either as tourists, business persons or
students. Many others illegally prolong their stay having entered in the same
manner. Some migrate to Germany and other Western European countries and
then return either to the CEECs or back to their own countries. This form of circular
migration on the one hand contributes to clandestine migration and illegal
employment and on the other hand stimulates commercial activity and intra-
regional trade.
4.2 Migration types in the Czech Republic 
4.2.1 Asylum Seekers/Refugees.
In the early years of the transition period as a result of an absence of
stringent rules concerning migration and the existence of a set of very
liberal asylum laws, the main registered immigration stream consisted of
asylum seekers. Indeed, after the Western European countries tightened
their intake of refugees from former Soviet Union and countries further
East, and declared the neighboring CEECs as democratically safe havens,
the Czech Republic and other CEECs became a new haven for asylum
seekers and refugees. However, in the last seven years these numbers have
come down considerably. Today refugees represent a very small part of
immigration to the Czech Republic.
The main stream of refugees in 1991-92 came from Romania, the former
USSR and Bulgaria. The outbreak of war in the Balkans and later in other
regions of Eastern Europe as well as new forms of ethnic oppression have
changed the national composition of refugees. Since 1992 refugees came
particularly from the former Yugoslavia. (Horáková, 1993, 1998).
Temporary refugee status was granted to 5,238 former Yugoslavs by May
1997. Most of them were repatriated. In May 1997, 400 refugees with
temporary status were still in the Czech Republic.
Many asylum seekers are de facto "economic migrants" and the Czech
labor market is still very open to foreigners. Asylum seekers are not
included in the Labor market statistics.
1990 1991 1992 1993 1994 1995 1996 1997 1998 Total
Arivals total 1838 1991 841 2207 1187 1417 2211 2109 4086 17887
Recognized refugees 30 776 250 254 110 59 150 96 78 1803
Source: SOPEMI report for the Czech Republic, 1999
Table 5: Share of recognized refugees in the Czech Republic (1990-1997)–  25  –
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4.2.2 Labor Migration
In 1990 about a 100,000 foreigners were employed in the Czechoslovak
Federal Republic under intergovernmental contracts and business contracts
(The Vietnamese were the largest group under the intergovernmental
contracts numbering to about 27,420 in 1990, and their number reduced
to 1,110 in 1993 after the collapse of the communist regime). Before
1990 individual contracts were rare and after 1990, they prevailed. In the
Czech Republic the individual contracts increased from 4,138 in
December, 1991 to 55, 759 in June 1998 (excluding the Slovaks). The
demand for labor has increased as a result of the movement of thousands
of highly skilled nationals to other countries of the European Union (mainly
Germany and Austria).
4.2.3 Small businesses, entrepreneurs, traders:
Very little is known about the immigration of small businessmen and
traders. Statistics show only the number of trade licenses issued. Since
1995 data also shows the type of trade licenses, nationality and the
distribution. The number of trade licenses issued have been on the
increase. Foreigners who have trade licenses do not have to be real
immigrants, though mostly they are, especially the small traders.
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A lot of reasons have been sighted for the high number of traders and
small -businessmen. Many a times skilled workers from abroad do not find
suitable jobs and prefer to set up a business rather than be
underemployed. Self employed people also have an easier access to the
labor market as they do not need work permits. Many times the small
business is only a form of hidden employment with some firm. But for many
foreigners setting up a business is far easier than any form of conventional
employment. "such business were sometimes able to exploit ethnic links,
languages and ethnic networks by buying and selling with others further
East. One important way of making a living was by trading. Those from the
former Soviet Union preferred to trade mainly with Russians or with people
from their own countries, buying goods at home and selling them in the CR
or vice versa
27. (Horaková, 1998).
4.2.4  Resettlers  of Czech Origin
These represent the smallest part of the immigrant wave, occurring in a
small scale and at large intervals. The few recent ones being:
 1991-93: About 2000 ethnic Czechs moved from Ukraine to the
Czech Republic from the region hit by the Chernobyl nuclear power
plant accident.
 1995-96: About 200 ethnic Czechs came from Kazakhstan.
In both these cases the resettling was organized, regulated and supported
by the Czech authorities. They were provided with transport, living
accommodation and other financial, health and social help. However, they
                                             
27 One important source of trading and other networks are weekend "flea market" at Sparta Stadium in Prague
where all manner of things are bought and sold by a variety of different national groups. Others can buy and sell
on the streets, taking advantage of the Prague tourist boom..." (Horáková, 1998).
Table 6: Work Permits and Trade licenses issued  in 1999
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were granted citizenship only after five years of non-interrupted stay in the
Czech Republic, like any other foreign nationals. (Horáková, 1998).
4.2.5  Returning emigrants
The liberalization of former communist countries allowed the return of
former political refugees and exiles, who were formally the main source of
East to West migration. The new governments offered incentives like
property restitution in the hope of encouraging these people to come back
(hoping to gain by their business skills and investments in the home
country). The inflow was very less as these people had established work
and families in the West. However, their symbolic or political significance
was much larger, especially important aristocrats or some emigrants with
political significance.
4.2.6  Tourists
Tourism and Shopping have been one of the major forms of mobility
recently in the Czech Republic. Prague has developed as one of the major
tourist destination in Europe. From about 70 million tourists in 1992, the
number has grown to 98 million in 1996 and 109 million in 1997
(Statistical Yearbook, 1997). Active increase in tourism has provided a
boost in the economy and created new demands for goods and services.
The massive influx has also influenced the migration climate in the country
(Horáková, 1998) by creating a niche for the development of an informal
economy and petty businesses, aimed primarily at the tourists. It is a
powerful source of employment for the migrants.
4.2.7 Illegal migrants
It is very difficult to estimate the extent of illegal migration in the Czech
Republic. Many come as tourists and stay longer, seek employment or
engage in trading activities. It was in the past more difficult to keep a check
on the migration as the borders between the Czech and Slovak Republic
were in the process of construction up to February 1997. Also the absence
of secure or controlled borders between many Eastern European countries
such as Russia and Ukraine, makes it more difficult to track the flows of
people.–  28  –
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More than 80% of the illegal migrants detained at the borders have been
men. About 70% were below the age of thirty. Over half of the detained
did not possess any travel document. 60% of the illegal crossing of the
state borders in the direction of the Czech Republic were made within three
days after entering the Czech territory making the case for transit migration
in the Czech republic very high and growing
28.
5.0 Analysis
5.1  Role of migrant labor in the economy.
Fears are often expressed that immigration will lead to lower wages or higher
unemployment for domestic workers. In Europe, due to the higher unemployment
rates in recent years, these fears are especially pronounced. In general, one might
expect that the higher the rate of substitutability between the foreign and domestic
workers, the more likely that an increase in immigration would cause a decline in
the domestic labor force's wages or, in case of inflexible wages, cause an increase
in unemployment.
However, this case is far from obvious. Foreigners also provide different goods in
the services sector. In fact, the inputs of immigrants are often compliments to native
workers in production, thereby increasing native productivity (and wages).
Immigration may also erode institutional constraints- for instance weakening of
powerful unions- and thereby result in the increase of efficiency of the labor market.
And last but not the least, immigration creates demands for goods and services
produced by natives and therefore induces a multiplier effect in the economy
29.
                                             
28 See Horáková for more information on illegal migration in the Czech Republic.
29 For a graphical and mathematical treatment of the Immigration Surplus see Borjas and George J. 1995.
Country 1993 1994 1995 1996 1997 1998
Yugoslavia 4.529 1.766 3.202 3.569 16.052
Afghanistan 123 305 629 570 2.311 4.959
Romania 4.096 1.299 1.488 2.378 3.879 4.372
Macedonia 542 1.093 2.105 1.682 1.741
Bulgaria 4.724 2.380 2.079 1.936 1.929 1.691
Iraq 346 169 632 1.372 2.326 1.587
Total 43.302 2.048 19.172 23.705 29.339 44.672
Source: SOPEMI report for the Czech Republic, 1999
Table 7: Illegal Migrants Apprehended at the Borders by Main Countries of 
Migrants' Origin–  29  –
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The Czech Republic has so far mostly seen the immigration of unskilled labor, most
of who are employed in the construction sector as manual laborers. Their labor is
of immense importance to the Czech economy, as they are keeping the wages and
as a result, the costs of production of construction, low. With the 'catching up'
process, this assumes a lot of importance as low costs should help boost the
economy.  The multiplier effects created by the new influx of migrants should create
a demand for goods and services and therefore are beneficial to the economy. In
spite of the fact that construction sector has so far not really taken off in the Czech
Economy, once it does (as expected in 2002 and onwards), the migrant labor
should help the 'catching-up' process to happen faster. It might be important to
continue the inflows of low skilled labor so long as the construction sector is
booming and needs them, after which it might make more sense to attract the high-
skilled immigrants.
As far as concerns for the negative impacts of immigration go, empirical findings
concerning the impact of immigration on domestic wages and unemployment levels
have shown that the overall effect of immigration in rather negligible
30.
(Zimmerman, 1993). However there are significant redistribution effects. It has been
shown by Zimmerman (1993) that unskilled immigrants tend to lower the wages in
the unskilled sector of the labor market and at the same time increase those of the
skilled sector. On the other hand, immigration of skilled labor results in an increase
in demand for the unskilled labor (due to complimentarity) thereby driving the
employment rates and wages of the unskilled upwards. The effect on the skilled
labor market is dependent on the labor unions, but the effect on the unskilled labor
market is positive nevertheless. (Zimmerman, 1993, Borjas, 1995).
Skilled migration is a relatively very less in the Czech Republic. (Graph 9). With the
increase in Foreign Direct Investment in the Czech Republic there is an increase in
modern industries and services that rely on the acquisition, deployment and the use
of human expertise to add value to their operations. Where this expertise is not
available locally, the employers may search for it abroad. Therefore, niches have
been created for specialized skills and the migration policy must address these
issues
31. This market therefore is both a feature and a driving force behind the
development of a global economy characterized by the internationalization of
companies and of human resources. (John Salt, Reuben Ford. 1993).
                                             
30 Most empirical evidence for US and other countries finds that a 10% increase in fraction of immigrants in the population
reduces the native income by at most 1%. The theoretical literature on immigration and economic growth suggests that the
impact of immigrants on natives' income growth depends crucially on the native capital levels of the immigrants. (Friedberg,
Rachel M. and Jennifer Hunt. 1995).
31 Recognition of the importance of the highly skilled partly underlies recent policy decisions by the main settlement
immigration countries.  Since the 1980s Australia, Canada and the US have rethought their immigration policies and
increased the number and proportion of the highly skilled in their overall intake.–  30  –
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5.2  Migration policy developments in the context of EU enlargement.
No two European countries have had identical experiences with regards to
immigration and asylum programs. Nor do they have similar policies towards
integration and naturalization of existing foreigners. Their policies were conditioned
by historical legacies of colonization, foreign policy interests, geographical
location, and labor market demands. (Biffl, 2000). The emphasis had been entirely
on the individual countries' policies on migration, which had changed from time to
time.
Up until 1973-74 many countries contained both ex-colonial and guest worker
elements, and thereafter strictly controlled immigration. Heightened restrictions
have not stopped mass migrations to Western Europe. Some of these migrations
were sanctioned albeit reluctantly (refugee flows and family reunions); others were
not.  The result of these differences is displayed in the composition of foreign
populations now resident in Europe. In 1985 for example, 41% (1.5 million) of the
total foreign population in France came from North Africa; in 1989 the
corresponding figure for Germany was 1.7% (78,000). Given these differences,
France, the Benelux countries and Italy are more concerned about North-South
migration, while Germany, Austria and to a lesser extent the Scandinavian countries
focus their attention more on migrants from the East. Their reactions however, have
been strikingly similar - asylum and immigration controls have become increasingly
strict.
The decisions taken by the reformist governments in Eastern Europe to remove
barriers to exit, grant passports and liberalize immigration laws have generated new
patterns of interdependence between Eastern and Western Europe. Thus the control
of immigration has shifted from the Eastern countries to the Western countries. As a
consequence of these new patterns of interdependence both the East and the West
have been scrambling to reassess their interests regarding migration, to formulate
strategies to achieve those interests and to find mechanisms with which to
implement those strategies. "Western European states have been effective in
creating a political bargain with the Eastern European countries. The 'bargain' is
that in exchange for helping the West to control existing irregular migration and
asylum flows and to prevent future flows, Central European governments have
obtained their primary migration goal of ensuring access to the West for their
citizens. This bargaining is both explicit and implicit in the government actions."
(Copeland, 1993)
It is therefore not surprising that the CEECs, most of who still have their migration
policies in a rather primitive state, are being influenced by the EU policies on
migration. The accession countries have to accept the Schengen
32 agreement for
                                             
32 The main steps towards a joint EU migration policy are the Schengen Accords of 1985 and 1990. The objectives of the
Schengen initiative are the elimination of internal border checks; consistent and tighter border controls; a more unified visa–  31  –
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EU membership. This is deemed necessary, if checks of people at the common
borders of the EC countries are abolished. Otherwise, economic refugees could
gain access to the EU at the easiest point of entry and then apply and reapply for
asylum. This is also the reason why policies regarding visa and asylum must be
uniform throughout the EU. So far policies regarding aliens and asylum-seekers are
considered to be national affairs.
As regards emigration to the West, there has been a lot of discussion about how
integration might result in 'extensive brain drain' from the Eastern European
countries to the more prosperous West. But there are serious flaws in the argument.
For one, East Europe with its bureaucracy and outdated technology is not seen as a
big source of high-skilled labor and for another, movement will most likely result in
de-skilling of the worker (a very likely deterrent). It is also important to remember
that the practice of going abroad is forming a highly qualified, internationally
mobile group that is linguistically, technically and culturally flexible, and that it is a
relatively recent and a global phenomenon.
Therefore, an exchange of high skilled people is likely to occur, with the Czechs
going abroad to refine their skills and the foreigners’ immigration related to foreign
investment in the Czech Republic. It is however, not necessary that the exchange be
equal. Later one may see a different story with some sectors within East European
countries catching up with those in the rest of Europe, and the workers of that
sector moving to the West for chances of a better living. (A case similar to the
movement of the high skilled computer professionals from developing countries like
China and India today). But this is dependent on the restructuring of the
educational system that might or might not take place.
It is also important to remember that emigration push does not solely depend on
the absolute difference between income levels in the country of origin and target
country. The relative level of pay is also important. If an income is socially
acceptable in home conditions, the threshold to emigrate is higher. The threshold
may also, therefore, be crossed only in some sectors or skill levels. The dynamics of
migration show that the market forces- conditions surrounding labor supply and
demand and nature of economic growth (as opposed to rate of growth), have had
a greater impact than institutional factors, such as, in the case of the EC, the
introduction of freedom of movement. In any case, emigration to the West has
tapered off, and initial fears have more or less subsided.
                                                                                                                                            
policy; and the coordination of different asylum policies. Non-EU foreigners can move freely to other EU countries only for up
to three months and are allowed to work only in the country that had originally permitted entry. As a consequence, there is no
free labor mobility of non-EU foreigners. Even workers from an EU country have to leave their EU host country three months
after they have lost their jobs.–  32  –
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In order to tackle the growing immigration problem, the hitherto liberal migration
policies are being systematically re-evaluated. Tighter requirements governing labor
market access by foreigners have to be combined with tougher penalties for
employers illegally recruiting foreigners. Inspections by the Ministry of Labor and
Social affairs and the Ministry of Interior have revealed an upsurge in the
employment of foreigners without residence and/or work permits. This would
indicate that the lower official figures do not necessarily signify a replacement of
migrant labor by natives or permanent residents.
Issues relating to the economic activities of foreigners in the Czech Republic territory
are the part of the new draft of the National Employment Plan. Together with the
prepared laws on asylum and aliens residence, the new legal adjustments of foreign
employment and business activities (including bilateral agreements on mutual
employment) should form the internally homogenous complex ensuring the effective
implementation of state policy in this field. The new Aliens Entry and Residence act
is due to take effect in the near future (SOPEMI, 1999; OECD, 1999). Two types of
residence permits will be instituted- temporary and permanent. The act will make it
more difficult for tourists to change their status while they are in the Czech Republic.
They will now have to go through prior formalities in their home countries. It is also
planned, in order to comply with community legislation, to restore a visa policy for
ten or so countries including Romania and Bulgaria amongst others.
The Refugees Act will be further amended in order to accelerate the process of
applications for asylum by, on the one hand systematically rejecting applications by
nationals from countries deemed safe and, on the other, strengthening the
protection of refugees. (SOPEMI, 1999; OECD, 1999)
Ways of countering the presence of illegal aliens are also gradually being put in
place. Readmission agreements have been signed with many countries such as
Austria, Poland, the Slovak Republic, Germany, Bulgaria and Slovenia. Issues
relating to the Gypsy minorities and ways of streamlining them and getting them
into the active labor flows are also being dealt with. (SOPEMI, 1999; OECD,
1999)
The major impending task therefore is the formulation of the principles of the state
immigration policy, which have not yet been formally set down. (SOPEMI, 1999)
With regards to the incessant immigration into the Czech Republic and the country's
efforts to approach the EU criteria and the Schengen standard on immigration and
asylum, the conception of the state immigration policy must be drawn up as soon
as possible.
5.3 Conclusion
The study of the impact of foreign labor in the construction sector has been severely
limited due to lack of data and previous studies. There are constraints even with the
migration data available and the exact numbers of foreigners employed in the–  33  –
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construction sector can at best only be estimated. Time series analysis is limited by
the fact that data is only available for the last ten years and the recordings for the
early years are not reliable at all.
However, this study has provided a base for future studies concerning the role of
migration on the “catching – up” process. The CEECs are in a hurry to join the EU
and directly/indirectly depend heavily on the migrant labor to boost their economy.
The next five years will provide a crucial glance at the migration policies and labor
movements, which were, to a large extent, also responsible for the growth of the
Western European economies after WWII. With improving data recording and
availability in the East European countries, there is an opportunity of a lifetime to
study migration patterns and its’ effects in the economy.
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Table A/1
GDP and employment 1990-1998
Cumulated growth in %











 Czech Republic -13.2 10.2 -4.3 -8.8 -1.1 -9.8 -475.9 -53.7 -529.6
 Hungary -17.6 15.4 -4.9 -21.9 -9.4 -29.3 -1144.5 -385.0 -1529.5
 Poland -15.6 38.6 16.9 -13.7 7.7 -7.1 -2325.2 1123.8 -1201.4
 Slovak Republic -22.1 28.0 -0.3 -13.2 -6.2 -18.5 -329.5 -134.1 -463.6
 Bulgaria -25.6 -10.8 -33.6 -25.0 -5.1 -28.8 -1091.4 -167.5 -1258.9
 Romania -25.0 3.5 -22.4 -4.5 -15.4 -19.2 -487.7 -1615.5 -2103.2
 Ukraine -21.0 -50.2 -60.7 -3.6 -7.7 -11.0 -915.0 -1887.4 -2802.4
Source: WIIW Database incorporating national statistics.–  37  –
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Table A/2
Czech Republic: Selected Economic Indicators
1995 1996 1997 1998 1998 1999 1999 2000 2001
January-September estim. forecast forecast
Population, th pers., mid-year  10330.8 10315.4 10303.6 10294.9 10295.3 10282.7 10280 . .
Gross domestic product, CZK bn, nom.  1381.0 1572.3 1680.0 1820.7 1355.3 1377.5 1850 1950 2060
 annual change in % (real)  5.9 3.8 0.3 -2.3 -1.8 -0.9 -0.6 1.5 2
GDP/capita (USD at exchange rate)  5035 5615 5142 5479 . . 5206 . .
GDP/capita (USD at PPP - WIIW)  12194 13038 13370 13208 . . 13374 . .
Gross industrial production 
 annual change in % (real) 
1) 8.7 2.0 4.5 3.1 6.4 -4.7 -3 2 2
Gross agricultural production 
 annual change in % (real)  5.0 -1.4 -5.1 0.7 . . . . .
Goods transport, mn t-kms 
2) 35489 34396 63623 54411 . . . . .
 annual change in %  4.4 -3.1 . -14.5 . . . . .
Gross fixed capital form., CZK bn, nom. 
3) 442.4 500.6 506.9 501.4 332.7 311.7 . . .
 annual change in % (real) 
3) 19.8 8.2 -4.3 -3.8 -5.3 -6.5 -5 0 2
Construction industry 
 annual change in % (real)  8.5 5.3 -3.9 -7.0 -5.9 -7.8 . . .
Dwellings completed, units  12662 14037 15904 21245 12160 14051 . . .
 annual change in %  -30.3 10.9 13.3 33.6 28.3 15.6 . . .
Employment total, th pers., average  5011.6 5044.4 4946.6 4873.4 4877.0 4708.0 . . .
 annual change in %  2.6 0.7 -1.9 -1.5 -1.6 -3.5 . . .
Employment in industry, th pers., average  1628.1 1614.7 1605.5 1595.6 1604.0 1549.0 . . .
 annual change in %  0.6 -0.8 -0.6 -0.6 -0.5 -3.4 . . .
Unemployed reg., th, end of period  153.0 186.3 268.9 386.9 350.7 469.8 487.6 . .
Unemployment rate in %, end of period  2.9 3.5 5.2 7.5 6.8 9.0 9.4 11 12
Average gross monthly wages, CZK 
4) 8172 9676 10691 11693 11241 12200 . . .
 annual change in % (real, gross)  8.7 8.9 2.0 -0.8 -2.5 6.2 . . .
Retail trade turnover, CZK bn  529.7 . . . . . . . .
 annual change in % (real)  4.8 12.1 -0.4 -7.1 -6.8 1.4 . . .
Consumer prices, % p.a.  9.1 8.8 8.5 10.7 11.8 2.2 2.1 3.5 3.5
Producer prices in industry, % p.a.  7.6 4.7 4.9 4.9 5.5 0.5 1.0 3 2
Central government budget, CZK bn 
 Revenues  440.0 482.8 509.0 537.4 395.9 413.6 567.3 . .
 Expenditures  432.7 484.4 524.7 566.7 389.7 422.2 596.9 . .
 Deficit (-) / surplus (+)  7.2 -1.6 -15.7 -29.3 6.2 -8.6 -29.6 -30 -30
 Deficit (-) / surplus (+), % GDP  0.5 -0.1 -0.9 -1.6 0.5 -0.6 -1.6 . .
Money supply, CZK bn, end of period 
 M1, Money  453.3 475.3 445.1 433.4 397.9 464.0 . . .
 M2, Money + quasi money  1039.6 1120.5 1217.6 1280.8 1236.2 1336.8 . . .
Discount rate, % p.a., end of period  9.5 10.5 13.0 7.5 11.5 5.5 . . .
Current account, USD mn  -1369 -4292 -3211 -1336 -549 -167 -800 -1300 -1500
Gross reserves of NB incl. gold, USD mn  14023 12435 9774 12617 12358 12004 . . .
Gross external debt, convert. curr.,USD mn  16549 20845 21352 24047 24115 22535 . . .
Exports total, fob, USD mn 
5) 21646.8 21905.7 22784.6 26349.8 19419.2 19470.3 26870 29000 30600
 annual change in % 
6) 19.9 1.2 4.0 15.6 17.2 0.3 2.0 8 6
Imports total, fob, USD mn 
5) 25252.2 27715.7 27176.6 28786.5 20849.8 20429.7 28890 31500 33200
 annual change in % 
6) 39.5 9.8 -1.9 5.9 5.0 -2.0 0.4 9 5
Average exchange rate CZK/USD  26.55 27.15 31.71 32.27 33.14 34.44 34.57 35.6 36.0
Average exchange rate CZK/EUR (ECU)  34.31 34.01 35.80 36.16 36.53 37.05 36.88 36.0 36.0
Average exchange rate CZK/DEM  18.52 18.06 18.28 18.33 18.49 18.94 18.85 18.4 18.4
Purchasing power parity CZK/USD, WIIW  10.96 11.69 12.19 13.39 . . 13.46 . .
Source: WIIW Database incorporating national statistics; WIIW forecasts.
1) From 1996 new methodology. - 2) Up to 1996 public transport only. - 3) Based on GDP concept. - 4) Enterprises with more than 100, in 
1992 to 1994 with 25 and more, from 1997 with 20 and more employees. - 5) Converted from the national currency to USD at official 
exchange rate; from 1995 new methodology of 1996. - 6) Up to 1995 based on old methodology.–  38  –
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 Table A/3




     Total 73.2 73.1 73.1
      Male 82.0 81.8 81.6
      Female 64.4 64.4 64.7
Hungary
     Total 58.9 58.1 58.7
      Male 67.9 67.0 66.6
      Female 50.3 49.5 51.1
Poland
     Total 68.9 68.4 68.0
      Male 75.6 75.4 74.9
      Female 62.4 61.6 61.4
Slovak Republic
     Total 70.0 69.7 69.8
      Male 77.5 77.4 77.8
      Female 62.7 62.2 61.8
Bulgaria
     Total 64.0 63.9 63.1
      Male 68.6 68.7 68.0
      Female 59.5 59.2 58.3
Romania
     Total 70.6 70.6 69.0
      Male 77.9 77.6 76.3
      Female 63.5 63.6 61.9
Germany
     Total 68.9 68.9 68.2
      Male 77.5 69.8 69.3
      Female 60.0 60.3 59.9
France
     Total 68.9 68.7 68.8
      Male 76.1 75.9 75.7
      Female 61.8 61.7 62.1
Great Britain
     Total 76.0 76.2 76.2
      Male 84.4 84.4 84.4
      Female 67.5 68.0 67.9
Spain
     Total 60.7 61.3 61.8
      Male 75.4 75.6 76.1
      Female 46.2 47.3 47.9
EU (15)
     Total 67.7 67.8 68.0
      Male 78.0 77.9 77.9
      Female 57.4 57.8 58.1
Notes: 1) The participation rate refers to the labour force total divided by the total population aged 15-64, annual averages.
Source: Eurostat incorporating national statistics.
Graph  A/1: Employment trends in CEECs









1989 1990 1991 1992 1993 1994 1995 1996 1997 1998
Czech Rep.  Hungary Poland  Slovak Rep. 
Bulgaria  Romania Ukraine
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Czech Rep.  Hungary Poland  Slovak Rep. Bulgaria  Romania Ukraine
based on registration data based on Labour Force Survey
Source: WIIW, WIFO database
1994 1995 1996 1997
Total population
1 10330 10321 10309 10299
   Total population change from beginning to end of Year -1 -9 -10 -9
   Natural increase -11 -21 -22 -21
   Net migration 10 12 12 12
Inflows
2 10.2 10.5 10.9 12.9
   Arrivals (excluding those from the Slovak Republic) 6.1 6.7 7.4 9.8
   Arrivals from the Slovak Republic 4.1 3.8 3.5 3.1
Outflows
3 3.4 1.9 1.5 0.8
   Departures (excluding those to the Slovak Republic) 0.2 0.4 0.5 0.5
   Departures to the Slovak Republic
4 3.1 1.5 1 0.3
Inflows of asylum seekers 1.2 1.4 2.2 2.1
Stocks of foreign residents by type of permits and nationality
Holders of a permanent residence permit
   Slovak Republic
5 3 6.5 9.9 12.7
   Poland 11.9 12.1 12.1 11.9
   Vietnam 1.1 1.5 2.5 5.1
   Ukraine 1.6 2.1 2.8 4.6
   Russian Federation 1.7 1.7 2 2.5
   Bulgaria 2.6 2.7 1.8 2.4
   Other 10.6 11.9 14.7 17.1
   Total 32.5 38.6 45.8 56.3
Holders of a long-term residence permit
   Slovak Republic 13.8 33.2 40.3 39.5
   Poland 12.7 26 43.5 38.8
   Vietnam 8.6 12.7 15.1 15.8
   Ukraine 8.1 11 12.4 13.1
   Russian Federation 1.9 2.7 4.7 6.5
   China 2.9 4.2 4.7 4.4
   Bulgaria 1.1 1.6 2.5 4.2
   Other 22.2 28.6 29.6 31.2
   Total 71.2 120.1 152.8 153.5
Registered foreign workers by nationality
6
   Ukraine 12.7 26.7 42.1 25.2
   Poland 8.7 12.1 12.8 13.7
   Bulgaria 0.6 0.8 2.8 3.3
   Belarus 0.3 0.9 2.5
   Moldavia 2
   United States 1.5 1.7 1.6 1.5
   Germany 1.1 1.5 1.5 1.5
   Other 8.3 9.3 9.3 11.3
   Total 32.9 52.5 71 61
Slovak Workers
7 39.2 59.3 72.2 69.7
Holders of business authorisation by nationality
   Vietnam 7.7 17 24.7
   Ukraine 0.8 2.7 8.7
   Slovak Republic 2.9 5.9 7.6
   Germany 0.6 1.2 1.5
   Other 24.9 18.7 21
   Total 18.6 37 45.5 63.5
Czech workers employed in Germany
   Contract workers 2.6 2.5 2.3 1.4
   Seasonal workers 3.5 3.7 3.4 2.3
Illegal migrants caught at the border 20.5 19.2 23.7 29.3
Table A/4: Current figures on migratory flows and stocks of migrants in the Czech Republic
in thousands
1   Population on the 31st. Dec. of the given Year
2   Permanent residents who had their change of address registered
Sources: Statistical Yearbook of the Czech Republic
6   A foreigner can be employed only as the holder of a residence permit and an employment permit. A written offer by the employer is needed to apply for a work 
permit. These rules do not apply to Slovak Citizens
7   Under the Treaty on Mutual Employment of Citizens signed by the Czech and Slovak Republics in Oct. 1992, nationals of the two Republics have free access to both 
labor markets. The estimates are made by the local labor offices
4   The data are issued by the Slovak Statistical office and refer to the registrations of permanent residence in the Slovak Republic
5   Up to Jan 1, 1993, Czeckoslovak permanent residents were registered in the National Population Register. Since the split, Slovak citizens residing in the Czech 
Republic are subject to the same rules as any other foreign resident and they are therefore registered in the CentralRegister of Foreigners
3   Czech anf foreign citizens leaving the Czech Republic permanently are supposed to report their departure to the authorities. Figures represent the total number of 
registered departures.–  40  –
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Table A/5: 1997 Permanent Immigration Flows to Selected CEECs by Country of Nationality
Slovak Republic Czech Republic
Czech Republic 498 30.3% Slovak Republic 2768 26.5%
Ukraine 364 22.1% Vietnam 2602 24.9%
Russian Fed. 114 6.9% Ukraine 1863 17.8%
Poland 97 5.9% Russia 504 4.8%
Hungary 80 4.9% Germany 248 2.4%
FRY 72 4.4% Others 2459 23.5%
Total 1645 Total 10444
Latvia Estonia
Russian Fed. 1909 65.5% Russian Fed. 839 52.9%
Ukraine 235 8.1% Estonia 377 23.8%
Belarus 159 5.5% Ukraine 105 6.6%
US 92 3.2% Finland 82 5.2%
Total 2913 Total 1585
Lithuania Croatia
Russian Fed. 835 40.9% BiH 1046 58.4%
Lithuania 562 27.5% FRY 278 15.5%
Ukraine 163 8.0% Slovenia 204 11.4%
Belarus 140 6.9% FRYOM 198 11.1%
Poland 97 4.8% Ukraine 13 0.7%
Total 2040 Total 1790
Source: ICMPD Migration in Central and Eastern Europe, 1999 Review; SOPEMI report for Czech Republic, 1999
Table A/6: Foreign Residents in the Czech Republic by Country of Origin
(Stocks of Permanent Residents by the end of year )
Country 1993 1994 1995 1996 1997 1998
Slovak Republic 2,910 6,540 9,921 12,689 14,127
Poland 12,580 11,910 12,071 12,086 11,940 12,034
Vietnam 1,004 1,083 1,469 2,519 5,121 6,785
Ukraine 1,208 1,563 2,120 2,769 4,632 6,240
Russia 663 1,734 1,670 1,971 2,475 2,874
Germany 966 1,272 1,696 2,013 2,261 2,536
Bulgaria 2,877 2,632 2,686 1,845 2,352 2,334
United States 1,015 1,234 1,427 1,718 1,880 1,938
Rep. Of Yugoslavia 1,275 1,445 1,620 1,831
Romania 550 614 804 1,138 1,384 1,621
Croatia 310 400 752 940
Austria 579 575 657 720 781 808
Belarus 164 152 323 390
United Kingdom 66 91 142 218 266 311
Moldavia 15 18 52 104
C h i n a 2 42 43 54 36 88 5
Other 8,754 5,793 5,965 8,876 7,951 8,961
Total 31,589 32,468 38,557 45,837 56,281 63,919
Source: SOPEMI Report for the Czech Republic, 1999–  41  –
WIFO
Table A/7: Foreign Residents in the Czech Republic by Country of Origin
(Stocks of Long term residents by the end of year )
Country 1993 1994 1995 1996 1997 1998
Ukraine 4,809 12,667 26,038 43,534 38,770 46,444
Slovak Republic 13,818 33,185 40,334 39,489 35,494
Vietnam 6,785 8,550 12,744 15,101 15,829 16,090
Poland 8,655 8,111 10,982 12,405 13,079 10,132
Russia 525 1,877 2,717 4,726 6,463 7,155
China 2,543 2,872 4,186 4,731 4,433 4,106
Bulgaria 1,172 1,140 1,596 2,457 4,232 3,625
Belarus 236 977 3,094 3,454
Moldavia 161 296 2,093 3,038
Germany 1,976 2,923 3,857 3,862 3,666 2,536
Rep. Of Yugoslavia 3,549 3,562 2,206 2,063
United States 1,621 2,256 2,988 2,398 1,925 1,923
Austria 984 1,300 1,566 1,506 1,495 1,475
United Kingdom 795 1,274 1,798 1,272 1,455 1,337
Croatia 1,235 1,599 1,360 1,136
Romania 489 794 824 691 998 1,073
Other 12,738 10,655 14,030 19,750 13,584 14,755
Total 46,070 71,230 120,060 152,767 153,516 155,836